AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE FREE STATE LEGISLATURE 

AND THE COUNCIL ON THE LETSEMENG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Letsemeng Local Municipality, 
which comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and statement of cash flows for 
the year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages XX to XX. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). 
This responsibility includes: designing, implementing and maintaining internal control 
relevant to the preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error; selecting and applying appropriate 
accounting policies; and making accounting estimates that are reasonable in the 
circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996), 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3) of the MFMA, my responsibility is to express an opinion on these financial 
statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 



Basis for adverse opinion 

Property, plant and equipment 

7. The property, plant and equipment amounts in the statement of financial position and the 
statement of financial performance did not agree to the corresponding notes to the financial 
statements. 

(a) Property, plant and equipment according to the statement of financial position for the 
previous year amounting to R177 581 877 did not agree to the corresponding note 
amounting to R134 947 060. No reconciliation or any other audit evidence in support of 
the difference of R42 634 817 could be obtained. 

(b) Depreciation according to the statement of financial performance amounting to R627 504 
(2009: R732 185) did not agree to the corresponding note amounting to R373 277 (2009: 
R2 018 037). Furthermore, depreciation according to the statement of financial 
performance did not agree to note 5 to the financial statements amounting to R373 377 
(2009: R7 061 387). No reconciliation or any other audit evidence in support of these 
differences could be obtained. 

8. The closing balances of the previous year for buildings, infrastructure, community and other 
assets as disclosed in note 5 to the financial statements amounting to R9 036 941, 

RllO 119 805, Rll 321 818 and R4 468 494, respectively, did not agree to the opening 
balances of the current year amounting to R6 479 694, R98 309 084, R9 990 714 and 
R4 664 697, respectively. This was mainly due to the comparative information of note 5 not 
being restated with identified prior period errors as disclosed in note 24 to the financial 
statements. 

9. As a result of the audit findings detailed below, I was unable to obtain sufficient appropriate 
audit evidence to conclude on the existence and completeness of, and rights to, property, 
plant and equipment with a carrying value of R196 897 026 (2009: R177 581 877) presented 
in the statement of financial position and disclosed in note 5 to the financial statements. 

(a) Property, plant and equipment could not be physically verified due to fact that the asset 
register did not contain adequate descriptions, serial numbers, locations and conditions of 
property, plant and equipment to physically confirm the existence and completeness of 
the assets. Furthermore, as a result of the audit finding concerning erven that could not 
be traced to the asset register, as detailed in paragraph 42 of this report, the 
completeness of property, plant and equipment could not be confirmed. The 
municipality’s accounting records did not permit the application of reasonable alternative 
audit procedures. 

(b) Since the municipality did not utilise separate control accounts in their general ledger to 
account for expenditure related to capital projects in the prior year, it was not possible to 
determine the actual expenditure incurred during the prior year in respect of those 
projects and therefore to confirm property, plant and equipment under construction for the 
prior year amounting to R18 063 187 as disclosed in note 5 to the financial statements. 
The municipality’s accounting records did not permit the application of reasonable 
alternative audit procedures. 

(c) Management did not provide sufficient appropriate audit evidence in respect of journals to 
a debit amount of R870 184 and a credit amount of R1 044 300 recorded under property, 
plant and equipment in the prior year. The municipality’s accounting records did not 
permit the application of reasonable alternative audit procedures. 



(d) The cost of property, plant and equipment and the accumulated depreciation as at 

30 June 2009 as disclosed in note 5 to the financial statements exceeded corresponding 
amounts in the fixed asset register by R401 199 and R401 197, respectively. Audit 
evidence could not be obtained for these differences and the municipality’s accounting 
records did not permit the application of reasonable alternative audit procedures. 

Unspent conditional grants and receipts 

10. Management did not provide sufficient appropriate audit evidence in the prior year in respect 
of journals to a debit amount of R5 771 290 and a credit amount of R17 150 939 recorded in 
the unspent conditional grants and receipts account as disclosed in note 11 to the financial 
statements. Since the municipality’s accounting records did not permit the application of 
reasonable alternative audit procedures, I was unable to obtain all the information and 
explanations I considered necessary to gain adequate audit assurance as to the valuation 
and existence of unspent conditional grants and receipts of the prior year amounting to 

R6 346 872. 

Receivables 

11. I could not obtain audit evidence that consumer and other receivables to the amount of R16 
168 010 as disclosed in note 2 had been impaired and subsequently measured at amortised 
cost using the effective interest method in accordance with the requirements of the South 
African Statement of Generally Accepted Accounting Practice, IAS 39 (AC133): Financial 
Instruments: Recognition and measurement (IAS 39). No provision for doubtful receivables 
was made for 30 June 2010 and only a general provision for doubtful receivables was made 
for 30 June 2009. As the relevant information was not available, I was unable to determine 
what the impairment charge should have been had IAS 39 been applied correctly. 

12. Deposits paid to a third party amounting to R694 000 were incorrectly classified as 
expenditure and recognised in the statement of financial performance. This was the result of 
a lack of a proper accounting system and internal controls relating to other receivables. Had 
these payments been recognised as receivables, other receivables would have been 
increased by R694 000 and expenditure decreased by an equal amount. 

13. Other receivables as disclosed in note 3 to the financial statements were not classified as 
receivables from exchange transactions and receivables from non-exchange transactions in 
accordance with the SA Standard of GRAP, GRAP 1 Presentation of Financial Statements 
(GRAP 1). Had these receivables been accurately classified, other receivables from 
exchange transactions and other receivables from non-exchange transactions would have 
increased by R460 490 and R75 713, respectively, and other receivables would have 
decreased by R536 203. 

14. The water receivables of the previous year as disclosed in note 2 to the financial statements 
amounting to R726 890 were inaccurate, as the recalculated amount was R1 051 939. The 
difference of R325 049 was mainly due to comparative information not being restated with 
the identified prior period error as disclosed in note 24.2 to the financial statements. 

15. Payments received in advance amounting to R238 629 were incorrectly included in 
receivables as disclosed in note 2 to the financial statements. This was due to management 
not identifying and reclassifying these amounts. Had these payments been reclassified, both 
payables and consumer receivables would have increased by R238 629. 

16. I was unable to confirm the existence, valuation and completeness of consumer receivables 
from exchange transactions and receivables from non-exchange transactions amounting to 
R13 967 663 (2009: R2 669 155) and R2 200 347 (2009: R440 922), respectively, as 



disclosed in note 2 to the financial statements, due to the following. 

(a) According to information in the general ledger and based on a recalculation of the 
provision for bad debt as included in note 2 to the financial statements, indigent subsidies 
totalling R12 946 984 (2009: R6 903 031) were incorrectly written off against the provision 
for bad debt as disclosed in note 2 to the financial statements. Sufficient appropriate audit 
evidence, including indigent application forms and an indigent register, could not be 
obtained for indigent subsidies granted amounting to R9 013 162. 1 was therefore unable 
to obtain sufficient appropriate audit evidence to confirm these amounts and the 
municipality’s accounting records did not permit the application of reasonable alternative 
audit procedures. 

(b) Management did not provide sufficient appropriate audit evidence to substantiate journals 
to a debit amount of R107 952 (2009: R38 314) and a credit amount for the previous year 
of R1 310 786 recorded in receivables. The municipality’s accounting records did not 
permit the application of reasonable alternative audit procedures. 


Revenue 

17. Even after performing alternative procedures, I was unable to obtain sufficient appropriate 
audit evidence to confirm the completeness of property rates to the amount of R3 500 710 
(2009: R3 472 058) as disclosed in the statement of financial performance and note 14 to the 
financial statements. No reconciliation was performed between the official valuation roll and 
the actual rates and taxes levied during the prior year. Furthermore, I could not rely on the 
current year’s valuation roll reconciliation due to material unexplained differences between 
this reconciliation and the financial statements. 

18. The SA Standard of GRAP, GRAP 9 Revenue from Exchange Transactions (GRAP 9) states 
that revenue is only recognised when it meets the criteria for recognition. Revenue as 
disclosed in note 16 to the financial statements included notional revenue from indigent 
consumers that did not meet the recognition criteria and was consequently overstated. 
However, the amount of the overstatement could not be determined due to inadequate 
records in relation to indigent debtors as reported in paragraph 16(a) of this report. 

19. Estimates were made on a recurring basis and no actual consumption data was available for 
certain water meter readings. Management did not provide sufficient appropriate audit 
evidence to confirm the completeness and accuracy of the water service charges amounting 
to R1 591 635 as disclosed in note 15 to the financial statements. Since the municipality’s 
accounting records did not permit the application of reasonable alternative audit procedures, 

I was unable to confirm the completeness and accuracy of these water service charges. 

20. Management did not provide sufficient appropriate audit evidence to substantiate a journal to 
the value of R1 583 626 recorded in the interest received account in the prior year. Since the 
municipality’s accounting records did not permit the application of reasonable alternative 
audit procedures, I was unable to confirm the occurrence and accuracy of this transaction. 

21. In accordance with the Generally Accepted Municipal Accounting Practice, GAMAP 9 
Revenue, government grants are only recognised once reasonable assurance has been 
obtained that the entity will comply with the conditions attached to the grant. Since the 
municipality did not maintain separate control accounts for expenditure relating to different 
capital projects in the prior year, I was unable to evaluate whether the expenditure in respect 
of individual capital projects was incurred in compliance with the conditions attached to the 
relevant grant for the prior year. Furthermore, the municipality could not provide me with the 
specific conditions attached to the municipal infrastructure grants in the prior year. Due to 



these deficiencies, I could not obtain adequate audit evidence to confirm the completeness 
of revenue for the prior year to an amount of R1 364 459 as disclosed in note 16 to the 
financial statements. This amount was transferred to revenue for the prior year due to grant 
conditions that had been met. There were no satisfactory alternative audit procedures that I 
could perform to obtain reasonable audit assurance in this regard. 

22. Certain water meter readings and electricity meter readings did not agree with the 
consumption captured on the system. The actual water and electricity meter readings 
exceeded the readings captured on the system by R626 529 and R443 147, respectively. 
Had the correct meter readings been recognised, revenue from service charges and 
consumer receivables would both have been increased by R1 069 676. 

23. Management did not provide sufficient appropriate audit evidence to confirm the accuracy, 
occurrence and completeness of revenue from rental income amounting to R233 873, as 
disclosed in the statement of financial performance, as rental contracts or other supporting 
documentation could not be obtained. Since the municipality’s accounting records did not 
permit the application of reasonable alternative audit procedures, I was unable to confirm the 
occurrence, accuracy and completeness of rental income. 

24. Government grants and subsidies according to the statement of financial performance 
amounting to R52 073 854 did not agree to corresponding note 16.1 to 16.13 to the financial 
statements amounting to R52 190 354. This was due to a grant amounting to R116 500 that 
was disclosed in note 16.5 to the financial statements but not included in the statement of 
financial performance. Furthermore, sufficient appropriate audit evidence in support of this 
amount and the unspent portion of R16 000 could not be obtained. 

25. Management did not provide sufficient appropriate audit evidence in the prior year in respect 
of journals to a debit amount of R13 056 007 and a credit amount of R224 367 recorded in 
various grant control accounts in the prior year. Since the municipality’s accounting records 
did not permit the application of reasonable alternative audit procedures, I was unable to 
obtain all the information and explanations I considered necessary to gain adequate audit 
assurance as to the accuracy and occurrence of revenue relating to the prior year from 
government grants and subsidies totalling R39 956 190 as disclosed in note 16 to the 
financial statements. 

26. Management did not provide sufficient appropriate audit evidence to confirm the accuracy, 
occurrence and completeness of revenue for the prior year from electricity readings to an 
amount of R7 171 000 as disclosed in note 15 to the financial statements. The municipality’s 
accounting records did not permit the application of reasonable alternative audit procedures. 

27. According to GRAP 9, revenue should be recognised when the entity has transferred to the 
purchaser the significant risks and rewards of ownership of the goods. Contrary to this 
requirement, the municipality recognised revenue from prepaid electricity for the prior year 
amounting to R4 574 759 in full on the date of sale and not when the electricity was used by 
the consumer. Management did not provide me with an estimate of the electricity revenue 
that was recognised where the electricity had not yet been used in the prior year. Therefore, I 
was unable to determine whether revenue from prepaid electricity was materially overstated 
and payments received in advance were materially understated in the prior year. Further, 
management did not provide sufficient appropriate audit evidence in respect of revenue from 
prepaid electricity totalling R4 574 759 for the prior year. Since the municipality’s accounting 
records did not permit the application of reasonable alternative audit procedures, I was 
unable to obtain all the information and explanations I considered necessary to confirm the 
accuracy, cut-off and occurrence of this revenue of the prior year. 


28. Management did not provide sufficient appropriate audit evidence to confirm the accuracy, 
completeness and occurrence of revenue of the prior year from water readings to an amount 
of R2 747 649 as disclosed in note 15 of the financial statements. The municipality’s 
accounting records did not permit the application of reasonable alternative audit procedures. 

Employee-related cost 

29. I could not confirm that journals that increased employee-related costs as disclosed in 
note 18 to the financial statements by R3 072 383 should have been processed or were 
recorded in the correct accounts and at the correct amounts, as they were not supported by 
appropriate supporting documentation. The municipality’s system of control regarding 
journals did not allow the performance of reasonable alternative audit procedures. 

30. Employee-related transactions to an amount of R1 806 907 were recorded in the general 
ledger but not on the municipality’s salary system in the prior year. Due to a lack of details of 
transactions in the general ledger, these employee-related transactions could not be 
confirmed against supporting documentation, while completeness could also not be 
confirmed due to the incomplete salary system. I was therefore unable to obtain sufficient 
appropriate audit evidence to conclude on the occurrence, completeness and accuracy of 
employee-related costs to the amount of R15 451 176 as disclosed in note 18 to the financial 
statements. The municipality's system of control regarding payroll expenditure did not allow 
the application of reasonable alternative audit procedures. 

Operating expenditure 

31. Management did not provide sufficient appropriate audit evidence to confirm the accuracy 
and occurrence of expenditure transactions amounting to R6 000 486 (2009: R1 809 788). I 
could also not obtain sufficient appropriate audit evidence in respect of journals of the prior 
year amounting to R809 064 that were recorded in expenditure. The system of control over 
the recording and classification of expenditure was not adequate and, as a result, there were 
no satisfactory alternative audit procedures that I could perform to obtain reasonable 
assurance that all these expense transactions and journals had occurred and were 
accurately recorded and classified in the financial records of the municipality. 

32. General expenses for the previous year amounting to R13 498 338 as disclosed in the 
statement of financial performance did not agree to the corresponding note amounting to 
R13 347 027. The difference of R151 311 was mainly due to the comparative information not 
being restated with the identified prior period error as disclosed in note 24.3 to the financial 
statements. 

Payables 

33. Management did not provide sufficient appropriate audit evidence in respect of stale cheque 
payables amounting to R186 289 as disclosed in note 9 to the financial statements. In 
addition, sufficient appropriate audit evidence in respect of journals to a debit amount of 
R30 059 for the prior year and a credit amount of R3 072 383 (2009: R1 359 949) recorded 
in payables could not be provided. Since the municipality’s accounting records did not permit 
the application of reasonable alternative audit procedures, I was unable to obtain all the 
information and explanations I considered necessary to gain adequate audit assurance as to 
the valuation and existence of payables. 

34. Payments amounting to R334 443 were identified that related to goods and services 
received before year-end and that were not recognised as payables at year-end. This was 
the result of a lack of a proper accounting system and internal controls relating to payables. 



Had these payables been recognised, expenditure, additions to property, plant and 
equipment and payables would have increased by R37 292, R297 151 and R334 443, 
respectively. 

Investment property 

35. Land and buildings with a carrying value of R1 367 676 that met the definition of investment 
properties as per the SA Standard of GRAP, GRAP 16 Investment Property were incorrectly 
included in property, plant and equipment disclosed in note 5 to the financial statements. 
Furthermore, an investment property to the value of R1 050 000 according to the valuation 
role was identified that was not recognised in the financial statements. Had these properties 
been recognised as investment properties, investment property and the accumulated surplus 
would have increased by R2 417 676 and R1 050 000, respectively, and property, plant and 
equipment would have decreased by R1 367 676. 

Investments 

36. As a result of the audit findings detailed below, I was unable to obtain sufficient appropriate 
audit evidence regarding the existence, completeness and valuation of investments of the 
prior year amounting to R20 685 as disclosed in note 7 to the financial statements. 

(a) Management did not provide sufficient appropriate audit evidence in respect of journals 
with a debit amount of R1 583 626 and a credit amount of R4 182 464 recorded in the 
short-term deposit accounts in the prior financial year. The municipality’s system of 
control regarding journals did not allow the application of reasonable alternative audit 
procedures. 

(b) Despite requests for third-party confirmation of short-term deposits, certificates 
confirming the balance of certain short-term deposits at 30 June 2009 could not be 
obtained. In the absence of third-party confirmations, I was unable to confirm the 
accuracy, occurrence and completeness of net movements of R781 663 on short-term 
deposits during the prior financial year. The municipality’s accounting records did not 
permit the application of reasonable alternative audit procedures. 


Accruals 

37. Sufficient appropriate audit evidence could not be obtained in respect of the accrual for 
accumulated leave amounting to R847 607 as disclosed in the statement of financial position 
and note 10 to the financial statements. This was due to accrued leave not always being 
accurately calculated, leave taken that could not always be substantiated by approved leave 
forms or other supporting documentation, and leave taken that was not always recorded in 
leave records. In the absence of other supporting documentation and a proper system of 
control over accumulated leave, I was unable to perform alternative procedures. 

38. Pro rata unpaid bonuses amounting to R323 029 (2009: R285 191) were identified that were 
not recognised in the financial statements. This was the result of the municipality’s 
accounting system and internal controls not identifying and recognising this accrual. Had 
these bonuses been provided, employee-related costs and accruals would have increased 
by R37 838 (2009: R285 191) and R323 029 (2009: R285 191), respectively. 

Consumer deposits 

39. I was unable to confirm the completeness and valuation of consumer deposits to the amount 
of R630 692 presented in the statement of financial position and note 8 to the financial 
statements. This was due to the fact that the disclosed consumer deposits exceeded the 



supporting consumer deposit listing by R138 899. Furthermore, no reconciliations were 
performed between the consumer deposit control account and the individual debtor accounts 
and I could not confirm the completeness of the consumer deposit listing. The municipality’s 
records did not permit the application of reasonable alternative procedures. 

Finance lease liability 

40. Finance lease assets were not capitalised as required by the SA Standard of GRAP, 

GRAP 13 Leases. This was the result of management not identifying these leases as finance 
leases. Had these leased assets been recognised as property, plant and equipment, the 
effect would have been to increase the cost of other assets by R220 524 (2009: R220 524), 
accumulated depreciation by R196 021 (2009: R122 513), depreciation by R73 508 (2009: 
R73 508), finance lease liability by R36 401 (2009: R115 614) and interest paid by Rll 231 
(2009: R21 524); and to decrease operating expenditure by R90 444 (2009: R90 444) and 
accumulated surplus by R17 603 (2009: R13 015). 

Inventory 

41. I was unable to physically verify the existence and completeness of inventories, as a formal 
stock count was not performed by the municipality at year-end. In addition, no stock listings 
were available and the municipal stores were not organised in an appropriate manner to 
facilitate an accurate count. Since the municipality’s accounting records did not permit the 
application of reasonable alternative audit procedures, I was unable to confirm the 
completeness of inventory. 

42. The valuation roll was not reconciled with the accounting records to ensure that all erven 
registered in the name of the municipality were recognised as either property, plant and 
equipment or inventory. The erven registered in the name of the municipality could not be 
traced to either the fixed asset register or inventory listings. Since the municipality’s 
accounting records did not permit the application of reasonable alternative audit procedures, 

I was unable to confirm the completeness of inventory and property, plant and equipment. 

Post-retirement benefits 

43. No provision was made for post-retirement benefits for the prior or current financial year in 
accordance with the South African Statement of Generally Accepted Accounting Practice, 

IAS 19 Employee Benefits. According to note 25 to the financial statements, no actuarial 
information was available and I was therefore unable to determine the liability for the current 
and prior year. Sufficient appropriate audit evidence could also not be obtained to determine 
whether the retirement plans were defined benefit or defined contribution plans, as the plan 
documentation was not available. 

Unauthorised expenditure 

44. The municipality could not provide me with the final approved adjusted budgets for the 
2008-09 and 2009-10 financial years. I could therefore not determine the completeness of 
unauthorised expenditure for the years ended 30 June 2009 and 30 June 2010 as disclosed 
in note 38 to the financial statements. 

45. Section 125(2)(d) of the MFMA requires that all particulars of any material unauthorised 
expenditure, whether the expenditure would be recovered and which steps were 
implemented to recover this expenditure should be disclosed. Sufficient information was not 
disclosed in note 38.3 to the financial statements regarding the unauthorised expenditure 
incurred to the amount of R7 614 098. The unauthorised expenditure related to actual 



expenditure incurred that exceeded the budget vote. 


Capital commitments 

46. The municipality did not maintain a contract register that provided particulars of all approved 
capital contracts, the expenditure incurred to date and the municipality’s future capital 
commitment in respect of each contract. Furthermore, the municipality did not retain records 
of all capital contracts awarded. In the absence of sufficient appropriate audit evidence, there 
were no satisfactory audit procedures that I could perform to obtain reasonable assurance 
that capital commitments amounting to R4 933 831 (2009: RO) as disclosed in note 22 to the 
financial statements were complete. 

Irregular expenditure 

47. Section 1 of the MFMA defines irregular expenditure as expenditure incurred by a 
municipality that is not in accordance with a requirement of the act and that has not been 
condoned in terms of section 170. Irregular expenditure amounting to R676 746 was 
identified, which resulted from non-compliance with the municipality’s supply chain 
management policy. This irregular expenditure was not disclosed as required by 

section 125(2)(d) of the MFMA and therefore irregular expenditure as disclosed in note 38 to 
the financial statements was understated by R676 746. 

48. I could not be provided with sufficient appropriate audit evidence that management had 
properly identified, investigated and recorded all irregular expenditure transactions during the 
current and prior year. Due to the limitations placed on the scope of the work performed 
relating to expenditure and property, plant and equipment procurement, there were no 
satisfactory alternative audit procedures that I could perform to confirm the completeness of 
irregular expenditure as disclosed in note 38 to the financial statements. 

49. Section 125(2)(d) of the MFMA requires that all particulars of any material irregular 
expenditure, whether the expenditure would be recovered and which steps were 
implemented to recover this expenditure should be disclosed. Sufficient information was not 
disclosed in note 38.2 to the financial statements regarding the irregular expenditure incurred 
to the amount of R812 093. The irregular expenditure was the result of proper procurement 
processed not having been followed. 

Fruitless and wasteful expenditure 

50. I could not be provided with sufficient appropriate audit evidence that management had 
properly identified, investigated and recorded all fruitless and wasteful expenditure 
transactions during the current and prior year. Due to the limitations placed on the scope of 
the work performed relating to expenditure, there were no satisfactory alternative audit 
procedures that I could perform to confirm the completeness of fruitless and wasteful 
expenditure as disclosed in note 38 to the financial statements. 

51. Section 125(2)(d) of the MFMA requires that all particulars of any material fruitless and 
wasteful expenditure, whether the expenditure would be recovered and which steps were 
implemented to recover this expenditure should be disclosed. Sufficient information was not 
disclosed in note 38.1 to the financial statements regarding the fruitless and wasteful 
expenditure incurred to the amount of R171 500. The fruitless and wasteful expenditure 
related to cost that was incurred for a Commission for Conciliation, Mediation and Arbitration 
(CCMA) case that was lost as no representative of the municipality attended the case. 



Cash flow statement 


52. I was unable to confirm whether the cash flow statement and the related notes were fairly 
stated due to the material effect on the cash flow statement and related notes of scope 
limitations and indentified misstatements as reported in this report. 

53. The SA Standard of GRAP, GRAP 2 Cash Flow Statements (GRAP 2) states that an entity 
shall report cash flows from operating activities using the direct method, whereby major 
classes of gross cash receipts are disclosed. The major classes of gross cash receipts and 
gross cash payments were not separately disclosed in the cash flow statement. 

54. Paragraph 8 of GRAP 2 states that the cash flow statement shall report cash flows during the 
period classified by operating, investing and financing activities. The following amounts per 
the cash flow statement were not accurate: 

(a) Cash receipts from customers disclosed as R62 720 317 (2009: R52 027 451) were 
inaccurate, as the recalculated amount was R72 257 832 (2009: R55 359 678). In 
addition, the corresponding note 31 was also inaccurate as the recalculated amount was 
R72 573 972. No reconciliation or any other audit evidence in support of these differences 
could be obtained. 

(b) Cash paid to suppliers and employees disclosed as R44 068 480 (2009: R32 348 248) 
was inaccurate, as the recalculated amount was R55 689 833 (2009: R37 211 777). No 
reconciliation or any other audit evidence in support of the difference of Rll 621 353 
(2009: R4 863 529) could be obtained. 

(c) Purchase of property, plant and equipment disclosed as R19 918 169 

(2009: R18 341 596) was inaccurate, as the recalculated amount was R19 942 653 
(2009: R19 579 453). No reconciliation or any other audit evidence in support of the 
difference of R24 484 (2009: R1 237 857) could be obtained. 

(d) Increase in investments of the previous year disclosed as R781 546 was inaccurate, as 
the recalculated amount was R20 685. No reconciliation or any other audit evidence in 
support of the difference of R760 861 could be obtained. 

(e) Net increase in cash and cash equivalents for the previous year disclosed as R1 785 442 
was inaccurate, as the movement in the opening and closing balance for the previous 
year of cash and cash equivalents was a decrease of R2 186 428. No reconciliation or 
any other audit evidence in support of the difference of R3 971 870 could be obtained. 

55. The amounts in the cash flow statement did not always agree to the corresponding notes to 
the financial statements. 

(a) Cash received from customers and government for the previous year amounting to 
R52 027 451 did not agree to the corresponding note amounting to R53 633 020. No 
reconciliation or any other audit evidence in support of the difference of R1 605 569 could 
be obtained. 

(b) Purchases of property, plant and equipment amounting to R19 918 169 did not agree to 
note 5 to the financial statements amounting to R70 187 768. No reconciliation or any 
other audit evidence in support of the difference of R50 269 599 could be obtained. 

Accumulated surplus 

56. Sufficient appropriate audit evidence could not be obtained for the difference of R1 007 745 
between the closing balance for the accumulated surplus as at 30 June 2008 of 

R103 110 178 per the previous year’s financial statements, and the opening balance for 



30 June 2009 of R102 102 433 as disclosed in the statement of changes in net assets. The 
restatement to the amount of R1 007 745 was also not disclosed in note 24 to the financial 
statements. The municipality’s records did not permit the application of reasonable 
alternative procedures. 

Value added tax 

57. The net value-added tax (VAT) liability of the previous year amounting to R2 067 280 was 
incorrectly classified as a VAT liability of R2 459 470 and a VAT asset of R392 190 in the 
statement of financial position and note 12 to the financial statements. Had the VAT liability 
been accurately classified, the VAT asset and liability of the previous year would have 
decreased by R392 190. 

Presentation and disclosures 

58. The contribution to audit fees amounting to R2 660 358 as disclosed in note 30 to the 
financial statements was understated by R1 474 997. This was the result of the municipality’s 
accounting system and internal controls not accurately identifying and disclosing all audit 
fees incurred. Had the audit fees been correctly disclosed, the contribution to audit fees and 
the amount paid in the current year would have increased by R1 474 997. 

59. Section 125(2)(d)(i) of the MFMA states that the notes to the annual financial statements of a 
municipality must disclose particulars of any material losses. No water and electricity 
distribution losses were disclosed in the financial statements, due to the municipality not 
having any accounting or internal control system to calculate and disclose these losses. Due 
to the lack of sufficient appropriate audit evidence, it was impracticable to determine the total 
extent of the understatement of distribution losses. 

60. According to GRAP 1, the municipality is required to provide information on whether its 
resources were obtained and used in accordance with the legally adopted budget. In 
contravention of this requirement, neither a comparison of the budget and actual amounts 
nor a reconciliation between the statement of financial performance and the budget was 
disclosed in the financial statements. 

61. In contravention of International Financial Reporting Standard (IFRS) 7 Financial 
Instruments: Disclosures, several qualitative disclosures relating to the different risks arising 
from the entity’s financial statements and how these risks were managed were not disclosed 
in the financial statements for either the current or prior year. 

62. GRAP 1 states that the application of SA Standards of GRAP is presumed to result in 
financial statements that achieve fair presentation. However, the financial statements 
contained numerous presentation errors that, in aggregate, may have a material impact on 
fair presentation. For example, certain accounting policies contradicted the actual accounting 
treatment followed, while accounting policies were incomplete in some cases and also 
contradicted the SA Standards of GRAP. These uncorrected errors represent non- 
compliance with the principles of GRAP 1. 

Adverse opinion 

63. In my opinion, because of the significance of the matters described in the basis for adverse 
opinion paragraphs, the financial statements do not present fairly, in all material respects, the 
financial position of the Letsemeng Local Municipality as at 30 June 2010 and its financial 
performance and its cash flows for the year then ended, in accordance with the SA 
Standards of GRAP and in the manner required by the MFMA and DoRA. 



Emphasis of matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Restatement of corresponding figures 

64. As disclosed in note 24 to the financial statements, the corresponding figures for 

30 June 2009 have been restated as a result of errors discovered during the 2009-10 
financial year in the financial statements of the Letsemeng Local Municipality at, and for the 
year ended, 30 June 2009. 

Unauthorised expenditure 

65. As disclosed in note 38 to the financial statements, unauthorised expenditure to the amount 
of R7 614 098 was incurred, as the actual expenditure incurred exceeded the budget vote. 

Irregular expenditure 

66. As disclosed in note 38 to the financial statements, irregular expenditure to the amount of 
R812 093 was incurred, as proper procurement processes had not been followed and 
expenditure was incurred in contravention of section 79 of the MFMA. 

Fruitless and wasteful expenditure 

67. As disclosed in note 38 to the financial statements, fruitless and wasteful expenditure to the 
amount of R171 500 was incurred, as a CCMA case was lost due to no representative of the 
municipality attending the case. 

Financial sustainability 

68. As disclosed in note 42 to the financial statements, the municipality is experiencing serious 
difficulties with regard to debt collection. The municipality also did not settle its debt within 
30 days as required by the MFMA and is significantly dependent on the national and 
provincial government for its continued sustainability. These conditions, along with other 
matters, point to the existence of a material uncertainty that may cast significant doubt on the 
municipality’s ability to continue as a going concern. The municipality may therefore be 
unable to realise its assets and discharge its liabilities in the normal course of business. 

Additional matter 

I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

69. The appendices set out on pages XX to XX do not form part of the financial statements and 
are presented as additional information. I have not audited these schedules and accordingly I 
do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

70. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the MFMA, Local Government: Municipal 
Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA) and DoRA, and financial 
management (internal control). 



Predetermined objectives 

71. Material findings on the report on predetermined objectives, as set out on pages XX to XX, 
are reported below: 

Non-compliance with regulatory and reporting requirements 

Existence and functioning of a performance audit committee 

72. The municipality did not budget for a performance audit committee, nor was a performance 
audit committee appointed for the full year or another audit committee utilised as the 
performance audit committee, as required by regulation 14(2) of the Municipal Planning and 
Performance Management Regulations, 2001. 

Internal audit of performance measurements 

73. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes, as 
required in terms of section 45 of the MSA. 

Lack of adoption or implementation of a performance management system 

74. The municipality did not adopt and implement a framework that described and represented 
how the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement would be conducted, organised and 
managed, including determining the roles of the different role players, as required in terms of 
sections 36, 38 and 41(2) of the MSA and regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001. 

Annual performance report 

75. Contrary to the requirements of section 46(2) of the MSA, the prior year’s annual report did 
not include an annual performance report. 

The integrated development plan did not inform the annual budget 

76. Contrary to the requirements of regulation 6 of the Municipal Planning and Performance 
Management Regulations, 2001, the municipality’s integrated development plan did not 
inform the municipality’s annual budget, as no logical link existed between the integrated 
development plan and the annual budget. 

Usefulness of information 

The following criteria were used to assess the usefulness of the planned and reported 

performance: 

• Consistency: Has the municipality reported on its performance with regard to its objectives, 
indicators and targets in its approved integrated development plan, i.e. are the objectives, 
indicators and targets consistent between planning and reporting documents? 

• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, 
indicators and performance targets? 

• Measurability: Are objectives made measurable by means of indicators and targets? Are 
indicators well defined and verifiable, and are targets specific, measurable and time bound? 



The following audit findings relate to the above criteria: 

Inadequate content of integrated development plan 

77. The key performance indicators set by the municipality did not include all the general key 
performance indicators applicable to the municipality, as required by section 43(1) of the 
MSA. 

Reported information not consistent with planned objectives, indicators and targets 

78. The municipality did not report on its performance against predetermined indicators, which 
were consistent with the approved integrated development plan. 

Reliability of information 

The following criteria were used to assess the reliability of the planned and reported performance: 

• Validity: Has the actual reported performance occurred and does it pertain to the entity, i.e. 
can the reported performance information be traced back to the source data or 
documentation? 

• Accuracy: Have amounts, numbers and other data relating to reported actual performance 
been recorded and reported appropriately? 

• Completeness: Have all actual results and events that should have been recorded been 
included in the reported performance information? 

The following audit finding relates to the above criteria: 

Reported indicators not reliable as no supporting source information was provided 

79. For the selected objectives, the validity, accuracy and completeness of 100% of the reported 
indicators could not be established, as the relevant source documentation could not be 
provided for audit purposes. 

Compliance with laws and regulations 

The annual budget was not prepared, tabled and approved in accordance with the 

applicable laws and regulations 

80. No audit evidence could be obtained that the annual budget had been tabled and approved 
90 days before the beginning of the 2009-10 financial year as required in terms of 
section 16(1) and 16(2) of the MFMA. 

The mayor did not adhere to his legislative responsibilities 

81. No audit evidence could be obtained that the service delivery budget implementation plan 
had been approved by the mayor within 28 days after the approval of the budget, as required 
by section 53(l)(c)(ii) of the MFMA. 

The audit committee was not properly established or not functioning properly 

82. It could not be confirmed whether the audit committee had advised the council on matters 
relating to internal financial control and internal audits, as required by section 166(2)(a) of the 
MFMA. 



83. Contrary to the requirements of section 166(2)(c) of the MFMA, the audit committee did not 
respond to the council on the audit findings raised in the prior financial year. 

The internal audit unit was not properly established 

84. Contrary to the requirements of section 165(1) of the MFMA, the municipality did not have an 
internal audit function in operation for the entire financial year, as the unit was only 
established during February 2010. 

Expenditure was not paid within the parameters set by applicable legislation 

85. Contrary to the requirements of section 65(2)(e) of the MFMA, payments to the amount of 
R3 615 452 were not made within 30 days from the receipt of invoices. 

Supply chain management legislative requirements were not implemented or not adhered to 

86. Contrary to the requirements of section 62(l)(b) of the MFMA, proper record keeping and 
record management were not in place, resulting in requested information not being available 
or supplied with a significant delay. 

87. Contrary to the requirements of section 41(2) of the MFMA, no risk assessment was 
performed for the identification, consideration and avoidance of potential risks in the supply 
chain management system. 

The financial statements were not prepared in accordance with applicable legislation 

88. Contrary to the requirements of section 62(l)(c) of the MFMA, the municipality did not 
maintain effective, efficient and transparent systems of internal control for assets and 
liabilities, debtors and revenue, creditors and payments, guarding against fraud, theft and 
financial mismanagement. 

89. It could not be confirmed that the municipality had prepared financial statements in 
accordance with the legislative requirements to fairly present the state of affairs of the 
municipality; its performance against its budget; its management of revenue, expenditure, 
assets and liabilities; its business activities; its financial results; and its financial position as at 
the end of the financial year, as required by section 122(1) of the MFMA. 

Expenditure was incurred otherwise than in accordance with section 15 of the MFMA, 

resulting in unauthorised expenditure 

90. A final approved adjusted budget could not be obtained for audit purposes and therefore it 
could not be confirmed whether expenditure had been incurred in accordance with the 
approved budget of the municipality or exceeded the limits of the amounts appropriated for 
the different votes in the approved budget of the municipality, as required by section 15 of 
the MFMA. 

Expenditure was incurred in contravention of, or not in accordance with, applicable 

legislation, resulting in irregular expenditure 

91. Expenditure was incurred that was not in accordance with the requirements of the 
municipality’s supply chain management policy, resulting in irregular expenditure as defined 
in section 1 of the MFMA. 



Expenditure incurred was made in vain or could have been avoided, resulting in fruitless 

and wasteful expenditure 

92. Expenditure was incurred that could have been avoided had reasonable care been 
exercised, resulting in fruitless and wasteful expenditure as defined in section 1 of the 
MFMA. 

The accounting officer did not adhere to his statutory responsibilities 

93. Contrary to the requirements of sections 11 and 12 of DoRA, the accounting officer did not 
perform his duties with regard to the receipt of allocations as set out in the relevant 
legislation. 

INTERNAL CONTROL 

94. I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MFMA, the MSA and DoRA, but not 
for the purpose of expressing an opinion on the effectiveness of internal control. 

95. The matters reported below are limited to the significant deficiencies regarding the basis for 
adverse opinion paragraphs, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations. 

Leadership 

96. The accounting officer did not prioritise and take appropriate action with regard to the 
following: 

• The lack of discipline in the finance and supply chain management directorates, resulting in 

non-compliance with applicable legislation and inadequate budget control measures. 
This, in turn, resulted in irregular, fruitless and wasteful as well as unauthorised 
expenditure. 

• The lack of commitment from staff to rectify prior year audit findings. 

97. The posts of the municipal manager, technical manager and chief financial officer were 
vacant for extended periods, resulting in a lack of oversight. 

98. Significant difficulties were experienced concerning delays or the availability of requested 
information due to management’s dependence on a third party to provide the requested 
information. 

Financial and performance management 

99. The position of chief financial officer was vacant for the entire financial year. The acting chief 
financial officer did not sufficiently monitor the recording and reconciliation of the financial 
records. Sufficient control measures were not developed by the acting chief financial officer, 
in conjunction with the support team, to address all the qualifications reported in the prior 
years. 

100. The financial statements were subject to material corrections resulting from the audit 
process, which were attributable to no risk assessment being performed, weaknesses in the 
design and implementation of internal control in respect of financial management and 
financial reporting, and weaknesses in the information systems of the municipality. 

101. The work of the third party that completed the financial statements was not reviewed for 
completeness and accuracy prior to submission for auditing. 



102. Management did not ensure that general information technology controls were designed to 
maintain the integrity of the information system and the security of data. 

103. Management did not document and approve internal policies and procedures to address the 
process of collection, recording, processing, monitoring and reporting on performance 
information, as adequate performance management systems had not been implemented. 

Governance 

104. The audit committee was not able to fulfil their responsibilities effectively as no internal audit 
reports were finalised for the 2009-10 financial year. The internal audit unit was not 
adequately staffed due to excessive vacancies and the only internal auditor was appointed in 
February 2010. 

105. A risk assessment was only conducted after the internal auditor was appointed in 
February 2010 and this risk assessment was not approved during the 2009-10 financial year. 
Therefore, management could not respond to assessed risks through determining a risk 
strategy and action plan to manage identified risks. 


Bloemfontein 
30 November 2010 
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